
With Stimulus Jumpstarting GDP, Eyes Turn to 
Infrastructure

Consumers used a large portion of the additional cash 
inflow provided by the March stimulus to pay down debt 
and increase their savings.  The New York Federal Reserve 
surveyed consumers early in the month and found that 
consumers saved 42% of their stimulus dollars. Even 
though the Fed reports that less than 25% of the stimulus 
was spent, the spending had an impact. 

The Commerce Department reported retail sales surged 
9.8% in March, almost double what analysts expected. At 
the same time, reopenings had a very positive impact on 
jobless numbers, with the Department of Labor reporting 
that for the week ending April 10, the seasonally adjusted 
initial jobless claims of 576,000 were the lowest level of 
initial claims since March 14, 2020. 

Since 70% of U.S. GDP is consumer spending, increasing 
jobs numbers and consumers with full wallets translated 
into upgraded projections of GDP growth. The IMF is now 
predicting the U.S. will see GDP growth of 6.4% in 2021. 

All of this is before the prospect of the proposed $1.9 trillion 
American Jobs Plan. While negotiations are of course 

ongoing, and the final shape of plan is unknown, the broad 
strokes of the plan released so far touch on almost every 
industry and part of life. 

The Federal Reserve again reiterated its long-standing 
pledge to maintain the target federal funds rate at 0%-
0.25%, with the April statement citing “the ongoing public 
health crisis continues to weigh on the economy, and risks 
to the economic outlook remain.” 

At the same time, the statement acknowledged that 
“indicators of economic activity and employment have 
strengthened.” The Fed also stated that inflation will run 
hotter, but it maintained the assertion that increased 
inflation will be transitory. 

The combined impact of expectations of a booming 
economy for years to come, as well as rising inflation 
that will go unchecked for some period of time, meant 
that inflation continued to weigh on fixed income sectors. 
While performance for April reversed the negative trend of 
the first quarter and was positive across all sectors, year-
to-date numbers are still negative, with the exception of 
municipals. 
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The Threat of the Taper Tantrum 

Federal Reserve Chairman Powell has said the Fed would 
not begin to taper its $120 billion monthly program of 
asset purchases until there has been “substantial further 
progress” in achieving full employment and a long-term 
average of 2% inflation. Powell has memorably described 

it as being even too early to begin “talking about talking 
about” tapering. Many economists believe, based on 
Powell’s tone, that the moment for the pre-conversation 
is most likely late summer. However, the Dallas Fed 
President Robert Kaplan seems to hold a different view 
and has stated that he believes the conversation should 
start “at the earliest opportunity." 
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Performance Among Credit Indices

Source: Bloomberg as of May 3, 2021

Chart Spotlight: Cost of Goods Steadily Increasing

Inflation expectations and news about price increases have been dominating headlines, but as the chart below shows, the change in 
prices has been dramatic. The Consumer Price Index for All Urban Consumers is a measure of the average monthly change in the 
price for goods and services and includes roughly 88% of the total population. 

Source: St. Louis Federal Reserve Board
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Other Related Asset Classes
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Credit Asset Classes

Bloomberg reports that defaults in the U.S. 
private credit market slid in the first quarter 
of 2021, to 2.4%. That’s down from 3.6% in 
the fourth quarter and a peak of 8.1% in last 
year’s second quarter. 

The positive sentiment around private credit 
is also seen in a survey by Preqin, in which 
82% of investors surveyed planned to 
commit to private debt over the next 12 
months, up from 77% a year ago. 

Additionally, the 2021 Private Credit Survey 
conducted by Katten found that 21% of 
private debt lenders believe deal flow will 
increase by more than 30 percent this year. 

The 10-year U.S. Treasury note yield fell 0.7 
basis point to 1.63% on the last day of the 
month but was still up 6.6 basis points on the 
week, its biggest such increase since mid-
March. Over the course of the month the 
benchmark maturity slid 11.7 basis points.

The 2-year note rate was steady at 0.16%, 
leaving the short-dated maturity virtually 
unchanged for the week and month. 
Meanwhile the 30-year bond yield edged 0.8 
basis point lower to 2.30% the last week of 
the month, but extended its monthly increase 
to 12.6 basis points.

Private Credit

Treasuries

Structured Credit

Investment Grade Corporates

High Yield

Municipals

Fitch reports that $308 billion of gross 
institutional loans were issued in the first 
quarter of 2021, significantly above the 
previous high of $202 billion in the first quarter 
of 2020. The inaugural ‘Fitch U.S. Leveraged 
Finance Market Insight Report,’ shows that 
repricing and refinancing transactions made 
up 74% of first-quarter total issuance.

Presently, the institutional leveraged loan 
market stands at $1.5 trillion. Almost 40% 
of leveraged loans are in the healthcare/
pharmaceutical, technology, and services/
miscellaneous sectors.  

The Bloomberg Barclays U.S. Aggregate Bond 
Index returned 0.79% but was still in negative 
territory for the year.  

Investment grade spreads returned to their 
tightest levels in several years. Yields rose in 
tandem with the broader moves in rates, but 
investment grade corporates outperformed 
Treasuries. 

Technical dynamics were supportive, with 
strong inflows and relatively light new issue 
volumes taking the April total to $98 billion. 
The pace of issuance should accelerate from 
here, with most dealers forecasting around 
$135 billion to $150 billion of supply in May.

High yield outperformed, benefiting from 
shorter duration. CCC-rated credits led 
performance. Issuance volumes remained 
healthy, taking April and year-to-date totals 
to relatively high levels. 

Inflows were relatively modest, making the 
strong compression in spreads even more 
impressive.

Bloomberg reports that after rising to 7.4% 
in 2020 amid COVID-related disruptions, 
primarily affecting the energy sector and 
lower rating tiers (CCC and below), the 
default rate is expected to drop to 3% or 
lower this year – a level that is in line with 
historical averages.

Municipal bonds sold off slightly in the last 
week of the month.  The municipal selloff was 
not a surprise, as munis have been trending to 
very rich levels vs. taxable Treasury bonds. 

The likely rise in federal taxes in the near 
future may already be having an impact on 
new issue take-up. New Jersey Transportation 
Trust Fund Authority issued $304 million 
transportation system bonds that were well 
received. While New Jersey does have high 
state taxes, the potential for the federal 
increase in taxes may have been part of 
investors’ incentive.

High yield municipals continued with record 
inflows last week, as investors added another 
$630 million. 



The information contained within is for educational and information purposes ONLY. It is not intended nor should be considered an invitation, inducement to 
buy or sell any security or a solicitation to buy or sell any security. The information is not designed to be taken as advice or a recommendation for any specific 
investment product, strategy, plan feature or other purpose in any jurisdiction, nor is it a commitment from us or any of our subsidiaries to participate in any of 
the transactions mentioned herein. Any commentary provided is the sole opinion of the author and should not be considered a personal recommendation. This 
is also not intended to be a forecast of future events nor is this a guarantee of any future result. Both past performance and yields are not reliable indicators of 
current and future results. Information contained herein was obtained from third party sources we believe to be reliable; however this is not to be construed as a 
guarantee to their accuracy or completeness. Observations and views contained in this report may change at any time without notice and with no obligation to 
update.

All investments carry a certain degree of risk, including possible loss of principal and there is no assurance that an investment will provide positive perfor-
mance over any period of time. There are specific risks associated with investing in various types of financial assets and in different countries. The information 
con¬tained within should not be a person’s sole basis for making an investment decision. One should consult a financial professional before making any invest-
ment decision. Investors should ensure that they obtain all available relevant information before making any investment. Financial professionals should consider 
the suitability of the manager, strategy and program for their clients on an initial and ongoing basis.
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